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and 1rs Estimates of Adjusted Gross Income
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By Thae S. Park

HIS ARTICLE presents a comparison of the
TBureau of Economic Analysis (BEA) meas-
ure of personal income and the Internal Revenue
Service (1rs) measure of adjusted gross income
(agr) of individuals by type of income. The
article explains the major definitional and sta-
tistical differences between the BeA and the 1rs
measures, describes the various uses of the two
measures, and presents a partial reconciliation of
the two measures that is prepared by converting
BEA’s measure of personal income by type of in-
come to the same definitional basis as the 1rs
measure. It also discusses the sources of the “aGr
gap —the unexplained difference remaining be-
tween the BEA estimate of AGI and the IRs AGI, the
trends in the AGrt gap for 1959—97 and the sources
of the revision to the acr gap for 1959—96.'

BEA’s measure of personal income and the 1rs
measure of AGI are two widely used measures of
household income. In general, personal income,
which is prepared as an integral part of the na-
tional income and product accounts (NIPA’s), is
the more comprehensive measure. Personal in-
come is a measure of the current incomes earned
by households and by nonprofit institutions serv-
ing individuals, and thus, it is often used in
assessing trends in consumer spending, saving,
and investment. It includes income that is gen-
erally taxed, such as wages and salaries, income
from rent, self-employment earnings, dividends,
and interest; income that is partly taxed, such

1. Annual and quarterly estimates of BEA personal income are published
monthly in table 2.1 of the national income and product accounts (NIPA’s)
in the section “BEA Current and Historical Data” of the Survey or Cur-
RENT BUsINEss (monthly estimates are shown in table B.1). Estimates of 1rs
AGI are published annually in Statistics of Income—Individual Income Tax
Returns. The estimates of the relationship between total personal income
and total acr are presented annually in N1PA table 8.28, most recently for
1995—97 in this issue. All the estimates are available on the BEA Web site at
<www.bea.doc.gov> and on the sTaT-Usa Web site at <www.stat-usa.gov>.
The reconciliation by type of income for 1959—97 is available on request; for
information, write to the Government Division (BE—57), Bureau of Economic
Analysis, U.S. Department of Commerce, Washington, pc 20230. Estimates
for 1947—58 will be available in April of this year.

as social security benefit payments; and several
types of income that are not taxed, such as
tax-exempt interest and nontaxable transfer pay-
ments, including medicare, medicaid, and welfare
benefit payments. Personal income includes in-
come whether or not it is properly reported to
IRS. In order to provide a comprehensive measure
of personal saving, personal income also includes
other types of income, such as employer con-
tributions to private and government employee
retirement plans, the investment income of these
plans, and imputed income related to home own-
ership. Personal income excludes net gains from
sale of assets, pension benefit payments, and
personal contributions for social insurance.

AGI, on the other hand, is an income concept
defined by tax law, so AGI consists only of taxable
sources of income net of specific adjustments as
reported on 1rs Form 1040. Therefore, it excludes
many of the types of income that are included in
the BEA measure.

Although the two series are based on differ-
ent concepts and serve different purposes, they
are often used in conjunction with one another.
In particular, personal income, which is avail-
able much sooner than aai, is frequently used
as an extrapolator for acr (this article provides
information that enables users to adjust the BEA
measure to bring it closer in definition to AGr).
In addition, the AGr gap is used as a rough indi-
cator of the noncompliance by individuals with
the Federal tax code.

The new and revised estimates presented in this
article reflect the incorporation of the results of
the comprehensive revision of the N1PA’s that was
released in October 1999, of updated estimates of
AGI from the Statistics of Income Bulletin, and of
improved estimates of the items used to partially
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reconcile the two measures.” As explained in the
section “Sources of the Revision to the agr Gap,”
most of the revisions to personal income reflected
the incorporation of definitional changes that did
not affect the acr gap.’

BEA Estimates of AGI

The preparation of BEA estimates of AGI, “BEA-
derived AG1,” begins with the N1pA estimates of
personal income. Personal income consists of
the current income received by persons from
all sources—that is, from participation in cur-
rent production and from both government and
business transfer payments.* It is calculated
as the sum of wage and salary disbursements,
other labor income, proprietors’ income with
inventory valuation and capital consumption ad-
justments, rental income of persons with capital
consumption adjustment, personal dividend in-
come, personal interest income, and transfer
payments to persons, less personal contributions
for social insurance.

The 1rs measure of acrt is defined as the sum of
all the items of “total income” less a set of specific
adjustments to total income that are authorized
by legislation. Total income includes all income
that is received in the form of money, property,
and services and that is not expressly exempt
from taxation; it excludes, for example, interest
on tax-exempt State and local government bonds,
voluntary contributions to thrift savings plans,
and nontaxable social security benefit payments.
The specific adjustments to total income include
subtractions for contributions to individual re-
tirement accounts and Keogh plans, for alimony
paid, for moving expenses, and for several items
related to self-employment income.

Tables 1 and 2 show the reconciliation between
personal income and Agi, by type of income, for
1996—97. Personal income and acGr1 each include
items that the other omits by definition. The rec-
onciliation items that convert personal income to
AGI are shown in two groups: First, those items
that are included in personal income but not in
AGI, and second, items included in AG1 but not in
personal income. A third group of reconciliation

2. For additional details of the 1999 comprehensive revision, see Eugene
P. Seskin, “Improved Estimates of the National Income and Product Accounts
for 1959-98: Results of the Comprehensive Revision,” SURVEY 79 (December
1999): 15-43. For acr data, see Internal Revenue Service, Statistics of Income
Bulletin (Washington, pc: U.S. Government Printing Office, Spring 1999).

3. For additional details about the effects of the definitional changes
on personal income and its disposition, see table 15 in Seskin, “Improved
Estimates,” 17.

4. “Persons” in the N1pA’s consists of individuals, nonprofit institutions
that primarily serve individuals, private and government employee retirement
plans, and private trust funds.

items, “intercomponent reallocations,” reallocates
certain income components to make the BEA and
IRS estimates of AGI comparable by type of in-
come. The specific items included in each of
these groups are discussed in the appendix to this
article.

The ac1 Gap

The estimates of the Bea-derived aar differ sig-
nificantly from the 1rs estimates of acr. The
“aaI gap” is the difference between the total BEA-
derived Aar (line 22) and total 1rs AG1 (line 23),
and the aar gap for each type of income (line 29)
is the difference between the BEa-derived acr for
that type of income (line 22) and the reallocated
IRS AGI for that type of income (line 28). The
percent distribution of the AGr1 gap by type of in-
come is shown in line 30, and the relative AG1 gap
for each type of income, which is the acr gap for
that type of income (line 29) as a percentage of
the BEA-derived At for that type of income (line
22), is shown in line 31.

The acr gap results from several sources. First,
there are errors in the source data used to esti-
mate the personal income components.” Second,
there are errors in the 1Rs measure of total acr
and its components because the estimates are
based on a probability sample. Third, there
are errors in reconciliation items because (1)
reliable data are unavailable to estimate some
known items, such as income earned by indi-
viduals who are not required to file income tax
returns, (2) some of the source data used to esti-
mate known items contain errors, and (3) some
of the differences between the definition of per-
sonal income and AG1 are unknown. Fourth,
the estimates of BEA-derived AGr include both
explicit and implicit adjustments for tax-return
misreporting—that is, noncompliance. Explicit
adjustments are made for the effects of tax-return
misreporting on the source data used to prepare
the estimates of wage and salary disbursements,
nonfarm proprietors’ income, royalty income,
and personal interest income (line 32).° Implicit

5. AGI data are used only for the estimates of nonfarm proprietors’
income and royalty payments in rental income of persons. For these com-
ponents of personal income, the aGI gap does not result from errors in the
source data, because the same errors are in the personal income components.
The principal source data used to prepare other components of personal
income are not based on acr data. For additional detail, see “Updated Sum-
mary N1pA Methodologies,” SURVEY 78 (September 1998): 14-35 and the text
on the cp-roM State Personal Income, 1929—97 ; this information is also avail-
able on BEA’s Web site. For changes in methodologies introduced in the 1999
comprehensive revision, see Seskin, “Improved Estimates,” 37-39.

6. The major source data for these adjustments are the 1988 Taxpayer
Compliance Measurement Program and Census Bureau “exact-match” files
for 1990. For additional information about the calculation of these adjust-
ments, see Robert P. Parker, “Improved Adjustments for Misreporting of Tax
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adjustments are also embedded in the source data
used for some components of personal income
because the source data are from the payers of
the income. The 1rs estimates of aG1 are based
on unaudited tax returns that are not adjusted
for misreporting. (However, the sample returns
are edited for consistent statistical definitions and
for incorrect or missing entries in order to make
them consistent with other entries on the returns
and with accompanying schedules.)

BEA believes that the explicit and implicit ad-
justments for misreporting account for a major
part of the a1 gap. In 1997 the explicit adjust-

Return Information Used To Estimate the National Income and Product Ac-
counts, 1977 SURVEY 64 (June 1984): 17-25; “The Comprehensive Revision
of the U.S. National Income and Product Accounts: A Review of Revisions
and Major Statistical Changes,” SURVEY 71 (December 1991): 39—40; and “Im-
proved Estimates of the National Income and Product Accounts for 1959—95:
Results of the Comprehensive Revision,” SURVEY 76 (January/February1996):
24-25.

ments accounted for $311.5 billion of the $630.3
billion gap. Thus, the AGr gap can be consid-
ered a rough indicator of noncompliance with
the Federal tax code, and the relative a1 gap—
the AGrI gap as a percentage of the BEA-derived
AGI—can be considered a rough indicator of the
noncompliance rate in the reporting of income
included in acr”

The ac1 Gap by Type of Income for
1959-97

Table 3 shows the estimates of the aGr gap for
total income and for each type of income for
1959—97, and table 4 shows the relative aGr gap

7. The income items that are excluded from personal income—such as
net gains from the sale of assets, income from small business corporations,
and alimony—are not adjusted for misreporting; thus, misreporting of these
items may also contribute to the aGr gap.

Table 1.—Comparison of Personal Income with AGI, by Type of Income, 1996

[Billions of dollars]

Proprietors’ in- Taxable
V\;ﬁ%e come with IVA iﬁggﬁé Taxable | unem- |Taxable| qugf’m?
and CCAdj - | Personal | Personal |  pen- ploy- | social
Line Personal| salary of per dividend | interest | sions | ment | security persanal | cluded
income | dis- sons | ; in- in
burse- Non- | with | "ncOme | income fand an-| com- bgng— come? | personal
ments | T&™ | farm CCAdj nuities p%gf]a' fits income
1 | Personal iNCOME .....ovcviriiiiiiiiiisii s ins 6547436265 343| 5105| 129.7| 2974| 8106| 329 22.6 60.4| 1,052.5 0
2 | Less: Portion of personal income not included in adjusted gross income ... | 2,373.8| 86.8 90| -16| 930 186.1 627.5 0 0 0] 1,330.3 426
3 Nontaxable transfer payments 842.3 0 0 0 0 0 0 0 0 0| 8423 0
4 Other labor income except fees .. 487.5 0 0 0 0 0 0 0 0 0| 4875 0
5 Imputed income in personal income # . 264.3 10.2 4 62| 705 0 177.0 0 0 0 0 0
6 Investment income of life insurance carriers and pension plans® ....... 366.7 0 0 0 1.2 455 3200 0 0 0 0 0
7 Investment income received by nonprofit institutions or retained by
fIAUCIANIES .ovvvevvieieiiii e 59.9 0 0 3 55 20.8 32.8 0 0 0 6 0
8 Differences in accounting treatment between NIPA’'s and tax
TEQUIALIONS, NEL ....ooeeeicit e 79.9 0 85 -8.1 15.9 16.4 47.1 0 0 0 0 0
9 Other personal income exempt or excluded from adjusted gross
INCOME .o s 2732| 766 0 0 0| 1035 50.5 0 0 0 0| ©426
10 | Plus: Portion of adjusted gross income not included in personal income ... 9780 16.0 0 28 28 0| 3117 0 0| 279.8| 365.0
11 Personal contributions for social insurance ... 280.4 0 0 0 0 0 0 0 0 0| 2804 0
12 Gains, net of losses, from sale of property 249.5 0 0 0 0 0 0 0 0 0 0| 2495
13 Taxable pensions 7 ... 311.6 0 0 0 0 0 0| 3116 0 0 0 0
14 Small business corpor. 89.3 0 0 0 0 0 0 0 0 0 0 89.3
15 Other types of income 47.1| 16.0 0 28 28 0 0 0 0 0 -6 26.1
16 | Plus: Intercomponent realloCation ... 0 9.1 0 -6 0 384| -384 -6.6 0 0 -2.0 0
17 Fees in other labor income 0 25 0 0 0 0 0 0 0 0 -25 0
18 Fiduciaries’ share of partnership income 8 .. 0 0 0 -6 0 0 0 0 0 0 .6 0
19 Interest received by nonfarm proprietors ... 0 0 0 0 0 0 0 0 0 0 0 0
20 Interest distributed by regulated investment companies 0 0 0 0 0 384| -384 0 0 0 0 0
21 Taxable disability income payments 0 6.6 0 0 0 0 0| -6.6 0 0 0 0
22 | Equals: BEA-derived adjusted gross income .. 5151.6(3564.8| 253| 5143| 395| 149.7 144.8| 308.0 22.6 60.4 0| 3223
23 | Adjusted gross income of IRS (as reported) .. 4536.013376.9| -7.1| 176.9| 206 104.3 165.7| 2388 19.3 53.2 65.2| 3223
24 | Plus: Intercomponent reallocation ... 0 0 31 593 5.6 0 0 0 0 0| -65.2 0
25 Estate or trust income 0 0 0 2.1 5.6 0 0 0 0 0 -1.7 0
26 Partnership income .. 0 0 3| 572 0 0 0 0 0 0| -575 0
27 Other reallocations 0 0 0 0 0 0 0 0 0 0 0 0
28 | Adjusted gross income of IRS (reallocated) ... 4536.0|3376.9| -6.8| 236.2| 26.1| 1043 165.7| 238.8 19.3 53.2 0| 3223
29 | Adjusted gross iNCOME gaP ... 615.6| 188.0| 32.1| 2781 134 4541 -20.9 69.2 32 72 0 0
30 Percent distribution of AGI gap ... 100.0| 305 52| 452 22 74 -34 11.2 5 1.2
31 Relative AGI gap® 12.0 53| 126.8 54.1 338 30.3 -14.4 225 143 12.0
32 | Addendum: Misreporting adjustments included in personal income .............. 299.1| 835 . 224.4 12 e, =10.0 | e | e | e | v | e

See the footnotes at the end of table 2.
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for total income and for each type of income for  in 1959 to a low of 1 percent in 1982 and then
1959—97. Over this period, the relative aGr gap  increased to about 5 percent in 1997.
for total income averaged about 11 percent: It The trends in the relative aAG1 gaps for nonwage
declined from 10 percent in 1959 to a low of about  incomes partly offset each other (see the addenda
9 percent in the late 1960’s, increased to a high of  in table 4). For nonwage incomes subject to the
13%2 percent in 1984, and then moved irregularly  requirements for filing information returns, the
downward to about 11 percent in 1997. trend in the combined relative AGr gap is gener-
: . 8 . .
The relative acr gap for wage and salary dis-  ally downward.” The combined relative aGr gap
bursements is the smallest among the types of — , , ,
. . ilv b . ithhold 8. Personal dividend income and personal interest income are the pri-
mncome, primariy because mcome tax withhold- mary examples of nonwage incomes subject to the requirements for filing
il’lg at the source is required for wage and salary information returns. A combined AGr gap for personal dividend and personal
. . interest income is also shown in tables 3 and 4 because of the difficulty in
disbursements. The relative acr gap for wage recent years of accurately estimating separate gaps for these incomes. The
and salary disbursements averaged about 3 per- estimation difficulty is largely related to the types of income received by in-
. . . dividuals from mutual funds and from private noninsured pension plans.
cent over the period; it declined from 3 percent T taxable portion of interest received by individuals from mutual funds is
Table 2.—Comparison of Personal Income with AGI, by Type of Income, 1997
[Billions of dollars]
Proprietors’ in- Taxable
V\;z;\]%e come with IVA iﬁ:grﬁtle Taxable | unem- | Taxable Other qugf’m?
Personal | salar and CCAdj of Personal | Personal | pen- ploy- | social ersonal | cluded
Line - ary dividend | interest | sions | ment | security per .
income | dis- PEISONS | income | income |and an-| com- | bene- n- n
burse- | oo | Non- | with nuities | pensa- | fis2 | come? | personal
ments farm | CCAdj ption income
1 | Personal iNCOME .....vuuuviriiniiissiisi s 6,951.13,8889| 29.5| 549.1 1302 3334 854.9 329 204 68.2| 1,073.6 0
2 | Less: Portion of personal income not included in adjusted gross income 2,4984| 924 53 54 94.6 207.6 678.6 0 0 0| 1,368.8 45.6
3 Nontaxable transfer payments ..... 870.1 0 0 0 0 0 0 0 0 0| 8701 0
4 Other labor income except fees .. 498.2 0 0 0 0 0 0 0 0 0| 498.2 0
5 Imputed income in personal incom 2930 106 4 6.7 72.0 0 2033 0 0 0 0 0
6 Investment income of life insurance carriers and pension plans® ..... 394.9 0 0 0 12 517 3420 0 0 0 0 0
7 Investment income received by nonprofit institutions or retained by
fIAUCIAMES ..o s 60.0 0 0 3 5.4 21.9 31.8 0 0 0 .6 0
8 Differences in accounting treatment between NIPA’'s and tax
TEQUIALIONS, ML .....eeiverciiiei e 87.4 0 49 -1.7 16.0 17.2 50.9 0 0 0 0 0
9 Other personal income exempt or excluded from adjusted gross
income .. 294.8| 819 0 0 0 116.8 50.5 0 0 0 0| 6456
10 | Plus: Portion of adjusted gross income not included in personal income ... | 1,151.2| 17.3 0 3.0 29 0| 3411 0 0 297.3| 4897
11 Personal contributions for social insurance ... 298.1 0 0 0 0 0 0 0 0 0 2981 0
12 Gains, net of losses, from sale of property 338.2 0 0 0 0 0 0 0 0 0 0| 3382
13 Taxable pensions 7 ........ccoocovveeneeens 341.0 0 0 0 0 0 0| 3410 0 0 0 0
14 Small business corporation income . 100.7 0 0 0 0 0 0 0 0 0 0| 100.7
15 Other types of income 732| 173 0 3.0 29 0 0 0 0 0 -7 50.8
16 | Plus: Intercomponent realloCation ... 0 9.8 0 -6 0 422 -422 =71 0 0 -2.1 0
17 Fees in other labor income 0 2.7 0 0 0 0 0 0 0 0 =27 0
18 Fiduciaries’ share of partnership income 8 . 0 0 0 -6 0 0 0 0 0 0 .6 0
19 Interest received by nonfarm proprietors  ....... 0 0 0 0 0 0 0 0 0 0 0 0
20 Interest distributed by regulated investment companies 0 0 0 0 0 422 -42.2 0 0 0 0 0
21 Taxable disability income payments 0 71 0 0 0 0 0| -71 0 0 0 0
22 | Equals: BEA-derived adjusted gross iNCOME ........cceremrenmesnsesersnnnninns 5604.03,8235| 241| 546.2 384| 168.0 134.1| 336.9 204 68.2 0 4441
23 | Adjusted gross income of IRS (&S reported) ... 4973.6|3,6365| -6.3| 1818 227 1183 163.2| 264.3 17.2 62.5 69.3| 4441
24 | Plus: Intercomponent realloCation ..........ocveeieeeirierinreeeseresieesssesssesiees 0 0 5| 633 5.5 0 0 0 0 0| -69.3 0
25 Estate or trust income .. 0 0 0 21 55 0 0 0 0 0 -1.6 0
26 Partnership income ... 0 0 5| 612 0 0 0 0 0 0| -61.7 0
27 Other reallocations ... 0 0 0 0 0 0 0 0 0 0 0 0
28 | Adjusted gross income of IRS (reallocated) ... 49736(3,6365| 58| 245.1 282| 1183 163.2| 264.3 17.2 62.5 0 4441
29 | Adjusted gross iNCOME gaP ... 630.3| 186.9| 29.9| 3012 10.2 49.7 -29.1 72.6 33 5.7 0 0
30 Percent distribution of AGI gap ... 1000 29.7 47| 478 1.6 7.9 -4.6 115 5 9
31 Relative AGI gap® 112 49| 1239 55.1 26.6 29.6 =217 215 159 8.3
32 | Addendum: Misreporting adjustments included in personal income .......... 3115 899 .. 2318 % I S1L3 ] e | e | e | e | i

1. Taxable social security benefits also include the social security equivalent benefit portion of tier 1 railroad retire-

ment benefits.

2. Consists primarily of other labor income and the nontaxable transfer payments to persons, less personal con-

tributions for social insurance.

3. Consists of tier 2 railroad retirement benefits that are taxed in the same manner as benefits paid under private

employer retirement plans.

4. Consists of the imputations included in personal income shown in NIPA table 8.21 (line 53), except for em-
ployer contributions for health and life insurance premiums (line 146). In this table, these premiums are included

in line 4.

5. Consists of imputed interest received by persons from life insurance carriers shown in NIPA table 8.20 (line

53) and investment income of private and government employee pension plans.

at AG
8. Consists of partnership income retained by fiduciaries.

AGI Adjusted gross income

BEA Bureau of Economic Analysis

CCAdj Capital consumption adjustment

IVA Inventory valuation adjustment

IRS Internal Revenue Service

NIPA National income and product accounts

9. Adjusted gross income gap (line 29) as a percentage of the BEA-derived AGI (line 22).

7. Consists of the taxable portion of private and government employee retirement plan benefit payments.

6. Statutory adjustments or specific adjustments (“above-the-line deductions”) from gross income taken to arrive
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for nonwage incomes subject to the filing require-
ments declined from about 39 percent in 1959 to
14 percent in 1997.’

The combined relative ac1 gap for incomes not
subject to the filing requirements (the second
addenda item in table 4) averaged about 50 per-
cent over the period; it increased from about 32
percent in 1959 to the highest level of about 8o
percent in 1984, decreased to about 48 percent in
1990, and then increased to about 56 percent in

1997.

reallocated from personal interest income to personal dividend income (line
19); thus, the estimation difficulty affects both income gaps. In addition, the
allocation of income received from private noninsured pension plans (part
of line 6) between interest and dividends is based on incomplete data. An-
other estimation difficulty relates to possible misreporting by individuals of
income from mutual funds on their tax returns. Although the Irs instructs
individuals to report the income as dividends, some may have inadvertently
reported it as interest.

9. Beginning with 1984, taxes have been withheld on taxable pension
benefit payments unless the recipient elects not to have the tax withheld and
on interest and dividends if the recipient fails to furnish a correct taxpayer
identification number or has interest or dividends that were underreported
on past returns.

Sources of the Revision to the acr Gap

Table 5 shows the revisions to personal income,
reconciliation items, BEA-derived AGL, and the AG1
gap for 1959—96. The revisions to the aGr gap
reflected the definitional and statistical changes
made in the 1999 comprehensive NIPA revision.

In general, revisions to the AGr gap result from
three sources: Revisions to personal income that
carry through to the a1 gap, revisions to recon-
ciliation items that are unrelated to the revisions
to personal income or to AGI, and revisions to
AGI that carry through to the acr gap.

For 1996, the a1 gap was revised down $54.0
billion (line 29), reflecting upward revisions of
$122.2 billion to personal income (line 1) and net
revisions of $176.2 billion to reconciliation items
(lines 2 and 10). The revisions to personal in-
come that resulted from definitional changes did
not affect the aGr gap, because these changes
also resulted in offsetting revisions to reconcili-

Table 3.—The BEA and IRS Measures of AGI and the AGI Gap by Type of Income, 1959-97

[Billions of dollars]

Proprietors’ income Personal dividend and personal in-
BEA- Wzlalge 3nd Rental terest income Taxable Taxablle Taxablle
n salary dis- . pensions | unemploy- [  social
Year deArg(Ied IRS AGI | AGI gap burse- Farm Nonfarm 'nC;?:ngf Personal | Personal and ment com- | security
ments P Total dividend interest annuities | pensation | benefits
income income

1959 ... 339.1 305.1 34.0 7.7 7.1 9.7 -0.1 7.9 0.8 7.1 17 0 0
1960 ..... 3514 3155 36.0 8.8 6.4 10.1 0 8.7 1.2 76 19 0 0
1961 ... 365.8 329.9 36.0 75 5.6 115 4 8.9 1.2 17 21 0 0
1962 ... 387.8 348.7 39.1 9.1 6.2 118 A4 94 12 8.2 2.2 0 0
1963 ... 409.2 368.8 40.4 8.3 7.0 126 N 94 13 8.1 24 0 0
1964 ... 442.2 396.7 45.6 10.2 6.3 141 8 11.4 2.0 9.5 2.8 0 0
1965 ... 479.8 429.2 50.6 11.7 7.1 14.2 12 13.3 2.3 11.0 3.2 0 0
1966 ..... 521.7 468.5 53.3 135 73 15.9 1.0 12.0 5 115 35 0 0
1967 ... 555.4 504.8 50.6 11.0 5.7 16.6 9 12.4 5 11.9 4.0 0 0
1968 ... 609.3 554.4 54.9 136 55 17.0 N 137 9 12.9 43 0 0
1969 ... 663.3 603.5 59.7 124 7.7 18.7 T 15.2 T 145 5.0 0 0
1970 ..... 699.3 631.7 67.6 13.1 9.3 20.5 9 17.7 1.0 16.7 6.1 0 0
1971 ... 744.8 673.6 71.2 13.3 8.3 23.7 8 18.3 14 16.9 7.1 0 0
1972 ... 825.5 746.0 79.5 108 10.9 28.8 16 19.2 2.0 17.2 8.2 0 0
1973 ... 926.1 827.1 99.0 16.4 16.7 322 15 235 34 20.1 8.6 0 0
1974 ... 1,005.4 905.5 99.8 8.8 178 38.1 4 25.2 2.7 225 9.5 0 0
1975 ... 1,048.0 947.8 100.2 136 126 42.2 1 211 1.0 20.0 10.7 0 0
1976 ... 1,169.1 1,053.9 115.2 13.2 11.7 53.6 -4 253 38 215 11.8 0 0
1977 ... 1,297.6 1,158.5 139.1 19.3 9.9 61.3 18 345 6.2 28.3 12.3 0 0
1978 ... 1,469.6 1,302.4 167.1 247 13. 735 22 38.9 73 316 14.9 0 0
1979 ... 1,6585| 1,465.4 193.1 19.7 153 84.6 3.9 50.6 9.2 414 185 4 0
1980 ... 18316| 16137 217.9 21.3 196 89.2 7.1 56.5 125 44.1 234 8 0
1981 ... 2,016.3 1,772.6 2437 21.0 213 90.5 125 68.7 224 46.3 28.8 9 0
1982 ... 2,094.7| 1,852.1 2426 165 175 955 155 62.1 18.4 43.7 335 2.0 0
1983 ... 22257 1,942.6 283.1 235 295 109.9 15.6 62.7 23.4 39.3 39.3 26 0
1984 ... 2,4733 2,139.9 3334 275 28.8 1414 19.9 62.7 28.9 337 47.2 13 4.6
1985 ... 2,629.9 2,306.0 323.9 41.8 25.0 147.2 224 34.8 22.1 12.7 48.2 14 32
1986 ... 2,8483| 24817 366.6 55.1 295 147.2 195 45.3 19.7 25.6 65.7 12 31
1987 ... 3,125.4 2,773.8 3516 76.3 32.6 121.6 151 457 215 18.1 55.0 2.6 2.8
1988 ... 34158 3,083.0 332.8 80.0 36.6 122.9 83 37.9 23.1 14.8 42.4 19 2.8
1989 ... 3,658.6 3,256.4 402.3 108.2 31.0 127.4 39 71.6 40.9 30.7 54.8 2.4 3.0
1990 ..... 3,813.2 3,405.4 407.8 1128 28.4 1344 44 67.4 42.0 25.4 54.3 2.8 3.0
1991 ... 3,864.4 3,464.5 399.9 100.4 30.9 139.3 74 65.3 43.8 215 49.8 36 32
1992 ... 4,108.3 3,629.1 479.2 127.3 324 165.1 12.0 729 327 40.2 56.6 8.3 45
1993 ... 4,260.0 3,723.3 536.7 145.4 39.0 200.5 10.1 715 31.6 399 56.7 73 6.1
1994 ... 4,485.7 3,907.5 578.2 154.3 285 2235 12.7 84.0 50.5 335 63.4 39 8.0
1995 ... 4,766.4 4,189.4 577.0 162.8 37.3 246.4 15.5 359 35.2 7 67.7 2.6 8.8
1996 ... 5,151.6 4,536.0 615.6 188.0 321 278.1 134 24.5 454 -20.9 69.2 32 7.2
1997 ... 5,604.0 4,973.6 630.3 186.9 29.9 301.2 10.2 20.6 49.7 -29.1 72.6 33 5.7

AGI Adjusted gross income
BEA Bureau of Economic Analysis
IRS Internal Revenue Service



SURVEY OF CURRENT BUSINESS

ation items.'”” The $54.0 billion revision to the
AGI gap reflected downward revisions of $14.7 bil-
lion to personal income as a result of statistical
changes that were not offset by revisions to rec-
onciliation items and upward revisions of $39.2
billion to reconciliation items that were unrelated
to the revisions to personal income. There was
no revision to the 1rs estimate of AG1 (line 23).

revisions to reconciliation items." The $14.7 bil-
lion difference between the revisions to personal
income and the offsetting revisions to reconcilia-
tion items reflected downward statistical revisions
to some components of personal income that
were carried through to reduce the aar gap.”
The definitional change that resulted in the
largest revision was the reclassification of gov-

ernment employee retirement plans, which added
$108.2 billion to personal income in 1996 and
which resulted in several offsetting revisions to
reconciliation items.” As a result of the reclas-

Not all of the $122.2 billion revision to personal
income carried through to the aGr gap because
these revisions resulted in $136.9 billion of off-
setting revisions to reconciliation items. Of the
$122.2 billion, $114.2 billion was attributable to
definitional changes that were entirely offset by

11. For additional details, see table 15 in Seskin, “Improved Estimates,” 27.

12. For example, rental income of persons for 1996 was revised down
$21.7 billion with $3.9 billion offsetting revisions to reconciliation items. The
difference ($16.6 billion) was statistical revisions that were carried through
to reduce the aGr gap. Nonoffsetting statistical revisions were also in other
components of personal income.

10. Although the definitional changes per se did not result in revisions to
the AGr gap, statistical changes unrelated to the definitional changes were car-
ried through to the aGr gap. Statistical changes update the estimates to reflect
the introduction of new and improved methodologies and the incorporation
of newly available and revised source data.

13. Government employee retirement plans, which were previously clas-
sified as social insurance funds within the government sector, are treated
similarly to private pension plans. For more detail, see Seskin, “Improved

Table 4.—The Relative AGI Gap by Type of Income, 1959-97

[Percent]
Proprietors’ income Personal dividend and personal Addenda
Wage interest income Taxable
and sal- Rental Teanxse?glnes unem nggglle Incomes, except
Year Total ary dis- income of Personal | Personal pand an- ployment security | Wages and sala-| Incomes not
burse- Farm Nonfarm | persons Total dividend | interest | nuities com- benefit)s/ ries, subject to | subject to fiIing
ments income | income pensation filing requirements
requirements

1959 ... 10.0 3.0 68.9 25.6 2.2 36.5 7.6 61.8 53.3 0 0 38.6 324
1960 ..... 10.2 33 66.1 27.1 1.0 374 10.8 60.0 54.1 0 0 39.6 32.7
1961 ... 9.8 2.7 59.0 29.1 10.1 36.3 10.7 57.5 535 0 0 38.7 33.0
1962 ... 10.1 31 615 284 9.3 345 10.3 53.3 485 0 0 36.5 331
1963 ... 9.9 2.7 68.0 29.5 17.0 31.2 9.9 46.8 474 0 0 336 354
1964 ... 103 3.0 66.6 30.1 19.0 341 14.1 483 47.2 0 0 36.1 35.1
1965 ... 105 33 63.8 28.8 25.8 355 151 49.4 47.0 0 0 37.2 345
1966 ..... 10.2 34 60.6 30.2 216 30.7 34 46.6 44.0 0 0 329 34.9
1967 ... 9.1 26 59.3 29.8 198 29.9 3.2 445 442 0 0 324 332
1968 ... 9.0 29 59.2 28.6 159 30.0 55 434 418 0 0 322 316
1969 ... 9.0 24 64.6 30.5 15.0 30.1 45 425 421 0 0 324 349
1970 ... 9.7 24 73.0 329 19.0 319 6.2 431 435 0 0 34.2 385
1971 ... 9.6 2.3 75.5 353 15.9 31.2 8.4 40.5 43.2 0 0 338 39.5
1972 ... 9.6 17 69.1 38.6 25.2 30.2 10.6 385 42.8 0 0 332 42.7
1973 ... 10.7 2.3 65.7 39.7 20.2 316 153 385 39.5 0 0 334 443
1974 ... 9.9 11 73.8 43.2 6.4 295 115 36.3 36.2 0 0 31.0 47.3
1975 ... 9.6 17 72.7 455 18 244 4.6 315 339 0 0 26.9 471
1976 ... 9.9 15 72.2 48.6 —6.8 25.8 13.6 30.7 324 0 0 21.5 48.7
1977 ... 10.7 2.0 89.7 49.1 218 29.7 18.7 341 29.6 0 0 29.7 50.6
1978 ... 114 2.2 73.2 51.6 229 29.9 195 340 313 0 0 30.3 52.3
1979 ... 116 1.6 83.9 54.7 37.0 320 216 359 331 30.7 0 323 56.5
1980 ... 119 1.6 106.8 57.4 525 28.7 243 30.2 351 27.0 0 30.2 61.9
1981 ... 12.1 14 156.2 62.5 69.6 278 327 26.0 35.7 273 0 29.8 704
1982 ... 11.6 1.0 228.1 64.8 81.1 229 26.1 21.8 35.8 218 0 26.1 738
1983 ... 12.7 14 146.4 64.5 97.1 23.7 325 204 36.0 27.1 0 273 75.0
1984 ... 135 15 198.6 68.0 1237 218 373 16.1 37.0 178 36.7 26.6 79.7
1985 ... 123 21 202.5 66.2 134.2 12.8 28.6 6.5 336 17.6 25.0 20.1 774
1986 ... 129 2.6 135.4 64.7 190.6 16.5 242 13.2 37.9 15.0 22.6 245 75.6
1987 ... 11.2 34 102.0 51.9 139.4 16.2 29.2 9.7 30.6 17.2 18.1 21.6 61.1
1988 ... 9.7 33 101.0 452 83.4 12.6 230 74 234 13.9 16.4 16.5 52.7
1989 ... 11.0 42 96.2 44.3 51.2 19.2 334 12.2 27.1 16.8 146 216 49.6
1990 ... 10.7 42 96.2 43.9 39.7 18.0 344 10.1 25.4 155 132 20.3 48.2
1991 ... 10.3 3.6 105.0 44.6 47.9 185 36.2 9.3 22.0 135 131 194 49.7
1992 ... 117 43 103.7 46.1 48.5 233 295 19.9 233 21.0 16.2 228 50.6
1993 ... 12.6 4.8 107.7 50.4 374 253 284 23.3 22.6 21.0 19.9 23.7 54.2
1994 ... 12.9 4.8 1322 51.6 38.7 28.7 38.0 21.0 23.6 16.0 17.2 25.2 54.3
1995 ... 12.1 48 1255 53.2 41.6 12.6 27.1 5 234 11.9 16.2 17.7 56.4
1996 ... 12.0 5.3 126.8 54.1 338 8.3 303 -14.4 225 143 12.0 15.2 55.9
1997 ... 112 49 123.9 55.1 26.6 6.8 29.6 -21.7 215 159 8.3 14.0 56.1

is shown in line 31 of tables 1-2.
AGI Adjusted gross income
BEA Bureau of Economic Analysis

1. Consists of personal dividend income, personal interest income, taxable pensions, taxable
unemployment compensation, and taxable social security benefits. These types of income have
been subject to varying degrees of withholding since 1984.

2. Consists of farm proprietors’ income, nonfarm proprietors’ income, and rental income of per-
Sons.

NoTe.—The relative AGI gap is the AGI gap as a percentage of the BEA-derived AGI and
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sification, employer contributions, which were
previously excluded from personal income, are
added to personal income (line 1) and to other
labor income (line 4); dividends and interest
received by these plans are added to personal in-
come and to investment income of pension plans
(line 6); personal contributions to these plans are
no longer included in personal contributions for
social insurance (line 11)—a component deducted
in the calculation of personal income—and thus
are no longer deducted in the calculation of per-
sonal income; and benefit payments by these
plans are no longer included in government
transfer payments, thus reducing personal in-
come but increasing taxable pensions (line 13) by
the amount of benefit payments.

The $39.2 billion upward revision to reconcili-
ation items unrelated to the revisions to personal
income included revisions to investment income
of pension plans (part of line 6), investment
income received by nonprofit institutions or re-
tained by fiduciaries (line 7), part of other
personal income exempt or excluded from acrt
(line 9), and other types of income (line 15).
The revisions unrelated to the revisions to per-
sonal income reflected the introduction of new
and improved methodologies or the incorpora-
tion of newly available and revised source data
for reconciliation items that are prepared sepa-
rately from N1pA revisions only for reconciliation
purposes.

Reconciliation items shown in lines 6, 7 and 9
are components of personal income, but they are
derived in aggregate in the estimate of personal
income. Similarly, reconciliation items shown in
line 15 are components of AG1 , but they are also
derived in aggregate in the estimate of AG1. Sep-
arate estimates for these reconciliation items are
prepared only for reconciliation purposes. Thus,
revisions to the separately estimated reconcilia-
tion items resulting from the introduction of new
and improved methodologies or the incorpora-
tion of newly available and revised source data
are unrelated to the revisions to personal income

Estimates,” 26—29. Other definitional changes that resulted in revisions to per-
sonal income and to reconciliation items are the modification of the treatment
of private noninsured pension plans; the redefinition of dividend payments
by regulated investment companies (riC’s) to exclude distributions that re-
flect capital gains income; the redefinition of the value of imputed services
of RIC’s; and the reclassification of directors’ fees. As mentioned in the text,
these definitional changes did not affect the aG1 gap, because the revisions to
personal income from these changes were matched by offsetting revisions to
reconciliation items.

The following reconciliation lines include revisions resulting from defi-
nitional changes: Nontaxable transfer payments (line 3), other labor income
except fees (line 4), imputed income in personal income (line 5), investment
income of pension plans (part of line 6), personal contributions for social
insurance (line 11), gains, net of losses, from sale of property (line 12), and
taxable pensions (line 13).

or to AGI and so are carried through to the acI
gap

In general, the incorporation of the results of
the 1999 comprehensive revision resulted in small
downward revisions to the relative aGr gap for
total income (line 31) for all years except for 1991
93. However, the trend in the relative a1 gap for
1959—97 was largely unchanged.

Appendix

In this appendix, the reconciliation items shown
in tables 1 and 2 are explained in detail. The first
group of reconciliation items consists of the items
that are included in personal income but not in
AG1; the second group consists of the items that
are included in acr but not in personal income;
and the third group consists of the intercompo-
nent reallocation items that make the BEA and 1rs
estimates of AGr comparable by type of income.

Personal income items not included in AGI

The first group of reconciliation items (lines 3—9)
consists of the portion of personal income that is
not taxable and therefore is not included in Acr.

Most transfer payments to persons from gov-
ernments and all transfer payments to persons
from business (line 3) are nontaxable.* The
taxable portion of transfer payments to persons
from governments consists primarily of unem-
ployment compensation benefit payments and a
portion of social security and railroad retirement
benefit payments.”

Most of the Ni1pa category of “other labor
income” (line 4) is nontaxable.® The non-
taxable components of other labor income are
employer contributions to pension and profit-
sharing plans, private group health and life
insurance plans, privately administered workers’

14. NIPA table 3.12 shows government transfer payments to persons. Gov-
ernment transfer payments to persons include benefit payments from social
insurance funds—such as old-age, survivors, and disability insurance (social
security), hospital insurance, supplementary medical insurance, and unem-
ployment insurance—and from certain other programs. N1pa table 8.16 shows
business transfer payments to persons. Business transfer payments to persons
consists primarily of liability payments for personal injury and of corporate
gifts to nonprofit institutions.

15. In the 1999 comprehensive revision, the treatment of government em-
ployee retirement plans was changed to make it more similar to the treatment
of private pension plans. This definitional change resulted in a shift of the
savings associated with government employee retirement plans from the gov-
ernment sector to the personal sector. Previously, government employee
retirement plans were treated as social insurance funds within the government
sector, and benefits paid by the plans were treated as government transfer
payments to persons. For additional details, see Brent R. Moulton, Robert P.
Parker, and Eugene Seskin, “A Preview of the 1999 Comprehensive Revision of
the National Income and Product Accounts: Definitional and Classificational
Changes,” SURVEY oF CURRENT BUSINESS 79 (August 1999): 11-12.

16. NIPA table 6.11¢c shows other labor income by industry group and by
type.
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Table 5.—Sources of Revision to the AGI Gap for 1959-96
[Billions of dollars]

Line* 1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 | 1967 | 1968 | 1969 | 1970 | 1971 | 1972
1 | Personal income -04( 02| 03| 09| 10 13| 07| 07| -04f -01| 16| 40| 49| 54
2 | Less: Portion of personal income not included in adjusted gross income 29| 34| 36| 42| 46| 55| 56| 62| 64| 72| 102| 121| 134| 156
3 Nontaxable transfer payments -9| -10( -11| -12| -13| -14| -14| -18| -20| -20| -23| -26| -29| -3.2
4 Other labor income except fees ... 3.0 34| 36| 39| 43| 49| 52 5.9 69 76 86| 99| 118| 129
5 Imputed income in personal income .. -2 -1 -2 1 -2 0 -4 -5 -14| -16 A4 3 -7 -5
6 Investment income of life insurance carriers and pension plans ... 9 10 11 13| 15| 17| 19| 22| 26| 28| 31| 40| 47| 56
7 Investment income received by nonprofit institutions or retained by

FIAUCTAMES ..ooovveiic s 1 2 2 3 3 4 5 5 5 5 5 6 .6 N

8 Differences in accounting treatment between NIPA's and tax regulations,
DL o 1 0 0 -1 -1 -1 -1 -1 -2 -2 -1 -1 -1 2
9 Other personal income exempt or excluded from adjusted gross income ..... 0 0 0 0 0 0 0 0 0 0 0 0 0 0
10 | Plus: Portion of adjusted gross income not included in personal income . 5 .6 8 8 11 13 19 27| 33| 43| 45| 37| 38 5.7
1 Personal contributions for social insurance ... -20( -21| -23| -24| -25| -28| -30| -33| -38| -41| -49| -53| -59| -64
12 Gains, net of losses, from sale of property 5 .5 .6 .6 5 .6 1.0 14 18 25 2.6 11 41 11
13 Taxable pensions ..........cccvevecrineens 18 21| 23| 25 29| 33| 37| 43 50( 5.6 6.4 76| 9.0| 106
14 Small business corporation income 0 0 0 0 0 0 0 0 0 0 0 0 0 0
15 Other types of income ................... .2 1 1 1 2 2 .2 2 3 .3 3 3 .3 4
22 | Equals: BEA-derived adjusted gross income ... -28| -26| -26| -25| -25| -28| -3.0| -28| -35| -3.0| -41| -44| -47| -44
23 | Adjusted gross income of IRS 0 0 0 0 0 0 0 0 0 0 0 0 0 0
29 | Adjusted gross income (AGI) gap -28| -26| -26| -25| -25| -28| -3.0| -28| -35| -3.0| -41| -44| -47| -44
31 | Relative AGI gap -7 -7\ -6 -6 -5 -6| -6 -5| -6| -4 -6| -6| -6 -5

Line* 1973 | 1974 | 1975 | 1976 | 1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986
1 | Personal income 5.9 9.7| 127 16.0| 21.0| 224| 257| 31.0| 30.9| 443| 525| 634| 741| 729
2 | Less: Portion of personal income not included in adjusted gross income 180| 21.7| 279| 336| 405| 452| 52.0| 615| 71.4| 84.9| 100.2| 118.7| 140.5| 151.4
3 Nontaxable transfer payments -39| -42| -41| -41| -43| -48| 53| -60| -6.8| -78| -7.2| -9.9|-10.1| -10.4
4 Other labor income except fees ... 143| 175| 224| 26.4| 31.6| 344| 395 469| 533| 59.1| 63.2| 752| 8lL5| 84.9
5 Imputed income in personal income .. A4 6 5 2 5 8 16 81 12 3 6 19| 20| 48
6 Investment income of life insurance carriers and pension plans .... 62| 72| 86| 104| 11.7| 136| 163| 19.9| 23.8| 323| 41.1| 509| 632| 746
7 Investment income received by nonprofit institutions or retained by

FIAUCIANIES .v.vvevenerereieeeiese et .6 1 1 0 0 0 -3 -1 -3 0 -2 -6 -5 -5

8 Differences in accounting treatment between NIPA's and tax regulations,
ML bbb 4 5 A4 .6 1.0 12 2 -1 -2 .6 2.0 -1 25 5.2
9 Other personal income exempt or excluded from adjusted gross income ... 0 0 0 0 0 0 0 0 3 A4 81 14| 20| 24
10 | Plus: Portion of adjusted gross income not included in personal income . . 6.4 8.0| 11.4| 143| 165| 19.3| 229| 30.0| 350| 36.0| 38.6| 40.1| 445| 479
11 Personal contributions for social insurance ... -69| -74| -78| -8.6| -9.2|-10.0( -10.8| -11.4| -12.4| -13.2| -13.6 | -14.3| -15.4| -16.5
12 Gains, net of losses, from sale of property 7 2 3 5 .6 8 13 27| 35 0 0 0 0 0
13 Taxable pensions ..........ccccveevevrerineens 12.2| 148| 185| 21.8| 244| 275| 312 365| 419| 465 504| 526| 58.0( 61.7
14 Small business corporation income 0 0 0 0 0 0 0 0 0 0 0 0 0 0
15 Other types of inCOME ........ccco.eee. A4 A4 5 .6 N 9 12| 22| 20| 26| 18| 19| 20| 27
22 | Equals: BEA-derived adjusted gross income ... -57( -40| -38| -33| -3.0| -35| -35| -5| -55| -47| -91|-152| -21.8| -30.6
23 | Adjusted gross income of IRS 0 0 0 0 0 0 0 0 0 0 0 0 0 0
29 | Adjusted gross income (AGI) gap -57| -40| -38| -33| -30| -35| -35| -5| -55| -47| -9.1|-152| -21.8| -30.6
31 | Relative AGI gap -5 -4 -3 -3 -2 -2 -2 0 -2 -2 -4 -5 -7 -9

Line* 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996
1 | Personal income 84.7 93.2| 1034| 107.0| 119.7| 1347( 1289| 130.1| 1289 1222
2 | Less: Portion of personal income not included in adjusted gross income ... 170.0| 167.1| 1745| 184.7| 1953| 208.7| 210.5| 233.8| 252.4| 281.0
3 Nontaxable transfer payments ... -99| -93| -91| -108| -104| -11.7| -10.4| -10.9| -11.3| -14.0
4 Other labor income except fees . 86.5| 87.6| 902 922 956| 101.0f 100.5| 1054| 98.2| 106.0
5 Imputed income in personal income . 41 22 =22 -63| -41| -71] -38 7 24 43
6 Investment income of life insurance carriers and pension plans ... 836| 793| 829| 891 930| 101.0| 105.1| 1145| 131.1| 136.7
7 Investment income received by nonprofit institutions or retained by fiduciaries -4 -6 -8 -7 -7 -11 0 24 6.7 8.7
8 Differences in accounting treatment between NIPA's and tax regulations, net . 34 51 9.9 16.5 17.1 22.3 214 200 217 341
9 Other personal income exempt or excluded from adjusted gross income . 26 29 35 46 48 43| =22 1.6 35 53

10 | Plus: Portion of adjusted gross income not included in personal income 542| 59.0| 633| 694 759 80.6 87.0| 100.9| 101.4| 104.8
11 Personal contributions for social insurance -168| -17.3| -19.2| -202| -208| -21.9| -225| -234| -248| -25.9
12 Gains, net of losses, from sale of property 0 0 0 0 0 0 0 0 0
13 Taxable pensions ..........cccveveeneerienne 67.6 74.1 79.5 85.7 925 985| 106.0| 1214 1232| 1271
14 Small business corporation income 0 0 0 0 0 0 0 0 0 0
15 Other types of income 34 22 3.0 39 41 4.0 35 29 29 37
22 | Equals: BEA-derived adjusted groSS iNCOME .......c.ccvieeiieiiienieineresieesesessse s ssss s -311| -149| -79| -83 3 6.6 54| -28| -222| -54.0
23 | Adjusted gross income of IRS 0 0 0 0 0 0 0 0 0 0
29 | Adjusted gross income (AGI) gap -311| -149| -79| -83 3 6.6 54| -28| -222| -54.0
31 | REIALVE AGH JAP .oueeiereiiieiieieeie ettt -9 -4 -2 -2 0 1 1 -1 -4 -9

1. Line numbers in this table correspond to those in tables 1-2.
AGI Adjusted gross income

BEA Bureau of Economic Analysis

IRS Internal Revenue Service

NIPA's National income and product accounts
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compensation plans, and supplemental unem-
ployment benefit plans. Employer contributions
are nontaxable, but some benefit payments—
such as pension benefit payments and sup-
plemental unemployment benefit payments—are
taxable; they are in lines 13 and 15, respectively.
Taxable components of other labor income in-
clude judicial fees to jurors and witnesses, com-
pensation of prison inmates, and marriage fees
paid to justices of the peace.”

Imputed income in personal income (line 5)
is certain incomes imputed to persons according
to N1PA definitions.”® Personal income wage and
salary disbursements include three categories of
wages and salaries in kind, the largest of which
is the value of food furnished to military person-
nel and to other employees. Farm proprietors’
income includes the imputed net rental income
of owner-occupants of farm dwellings; nonfarm
proprietors’ income includes the imputed income
of persons who participate in the construction of
their own housing (the margins on owner-built
housing). Rental income includes the imputed
net rental income of owner-occupants of non-
farm dwellings. Net interest includes imputed
income for services furnished to persons with-
out payment by financial intermediaries except
life insurance carriers.

Life insurance carriers and pension plans are
not defined as persons in the N1PA’s, but their in-
vestment income is included in personal income
in the year it is accrued (line 6). Investment
income of life insurance carriers attributed to
persons is included in personal interest income."
Investment income of pension plans—rents, div-
idends, and interest—is recorded as being re-
ceived directly by persons in the corresponding
components of personal income.*

Both nonprofit institutions and fiduciaries are
defined as persons in the N1PA’s, and their invest-
ment incomes are included, but not separately
identified, in nonfarm proprietors’ income, rental
income of persons, personal interest income, and
personal dividend income (line 7). Only the
portion of the income of fiduciaries that is dis-

17. In the 1999 comprehensive revision, corporate directors” fees paid to
“outside directors,” which were previously in other labor income, were reclas-
sified to nonfarm proprietors’ income. Outside directors are directors who
are not employees of the company on whose board they serve. Directors’
fees paid to employees who serve on their company’s board of directors are
classified as wages and salaries.

18. Employer-paid health and life insurance premiums, which are treated
as an imputation in the N1pA’s, are excluded from line 5; these premiums are
included in line 4. Ni1pa table 8.21 (line 53) shows the imputations that are
included in personal income.

19. NIPA table 8.20 (line 53) shows imputed interest attributed to persons
from life insurance carriers.

20. For additional details, see Moulton, Parker, and Seskin, “Definitional
and Classificational Changes,” 12-13.

tributed to beneficiaries is taxable to individuals;
the portion retained by fiduciaries is taxable to
the fiduciaries and is not reported on individ-
ual income tax returns. Thus, investment income
of fiduciaries included in line 7 represents the
portion of fiduciaries’ investment income that is
retained by the fiduciaries.

The differences between N1Pa accounting and
income tax accounting for incomes included in
both measures (line 8) consist mainly of dif-
ferences in the valuation of inventories and
depreciation and of differences in the methods
of accounting for interest on bonds and for the
earnings of individual retirement accounts and
Keogh plans.

The inventory valuation adjustment for non-
farm proprietors’ income is the difference be-
tween the cost of inventory withdrawals valued
at their acquisition (historical) cost and the cost
of inventory withdrawals valued at their replace-
ment cost (the concept underlying the Nipa’s).
This difference is an estimate of inventory prof-
its, but with the sign reversed. These profits are
excluded from personal income but are included
in AGI.

The N1PA measure of depreciation (consump-
tion of fixed capital) is based on consistent
accounting and is valued at current replacement
cost, whereas the 1Rs measure of depreciation is
based on varying service lives and depreciation
formulas and is valued at historical cost.” The
adjustment in line 8 consists of the differences
for proprietors’ income and rental income of per-
sons except for depreciation on owner-occupied
dwellings. (The entire amount of the rental in-
come on owner-occupied dwellings, which is a
NIPA imputation, is included in line 5.)

Interest on U.S. savings bonds, State and lo-
cal government bonds, and corporate bonds is
included in personal income on an accrual ba-
sis but is mostly reported on a cash basis in AGI.
Similarly, earnings of 1ra’s and Keogh plans, ex-
cluding capital gains, are included in personal
income on an accrual basis but are included as
benefit payments in aGI.

Other personal income exempt or excluded
from acGr (line 9) consists mainly of volun-
tary contributions by employees to thrift savings

21. The N1pa methodology for depreciation reflects empirical evidence
on prices of used equipment and structures in resale markets, which has
shown that depreciation for most types of assets approximates a geometric
pattern. See Robert P. Parker and Jack E. Triplett, “Preview of the Compre-
hensive Revision of the National Income and Product Accounts: Recognition
of Government Investment and Incorporation of a New Methodology for Cal-
culating Depreciation,” SURVEY 75 (September 1995): 39—41, and Barbara M.
Fraumeni, “The Measurement of Depreciation in the U.S. National Income
and Product Accounts,” SURVEY 77 (July 1997): 7-23.



SURVEY OF CURRENT BUSINESS

plans, tax-exempt interest received by individu-
als, tax-exempt military pay and allowances, the
small business corporation dividend adjustment,
and statutory adjustments to AGI.

Employee contributions to thrift savings plans,
primarily 4o1(k) plans, are included in personal
income as wage and salary disbursements but are
excluded from acr.

Tax-exempt interest received by individuals,
primarily on State and local government bonds,
is included in personal income but is excluded
from AGr.

Certain types of pay and cash allowances to
members of the armed forces, such as allowances
to defray a portion of the cost of subsistence or to
assist in obtaining civilian housing as a substitute
for government quarters, are included in personal
income but are excluded from aGr.

The small business corporation (S corporation)
dividend adjustment is the difference between
S corporation distributions that are included in
personal income as personal dividend income
and S corporation distributions that are consid-
ered as dividends in Acr. In the NipA’s, these
distributions to individuals are, in their entirety,
treated as personal dividend income for all time
periods. In act, they have been treated at dif-
ferent times as dividends, partnership income, or
small business corporation income.*

Statutory adjustments are specific adjustments
to total income that are allowed as deductions
in the calculation of ac1. For 1997 statutory
adjustments consist of contributions to Keogh
and self-employed simplified employee pension
plans and to savings incentive match plans for
employees, certain contributions to IRA’s, one-
half of self-employment tax, a portion of self-
employed health insurance premiums, forfeited
interest and penalties incurred by persons who
prematurely withdrew funds from time savings
accounts, alimony payments, medical savings ac-
count contributions, certain moving expenses,
foreign housing exclusion, repayments of sup-
plemental unemployment compensation, certain
expenses of qualified performing artists, and the
amount of jury duty pay reported on Form 1040
that was repaid to employers.

22. For many of the years prior to 1983, IRs instructed taxpayers to re-
port actual distributions to individuals as dividends on Schedule B (Form
1040) and to report the retained earnings as part of supplemental income on
Schedule E (Form 1040), which was tabulated as “small business corporation
income” in AGI. Beginning in 1983, individuals were instructed to report only
the distributions from pre-1983 accumulated earnings and profits as dividends
on Schedule B (Form 1040) and to report other distributions as supplemental
income on Schedule E (Form 1040).

AGI items not included in personal income

The second group of reconciliation items (lines
11-15) consists of the portion of agr that is
excluded from personal income.

Personal contributions for social insurance
(line 11), which is subtracted in the calculation of
personal income, is included in aGI.

Net gain from sale of property (line 12) includes
net gain from sale of property held for personal
use or investment (capital assets) and of property
of a business nature (business assets).

Taxable pension benefit payments from pen-
sion plans (line 13), which are in Aci, are ex-
cluded from personal income because of the N1Pa
treatment of pension plans.

Small business corporation income (line 14) in
AGI is the amount of distributions from small
business corporations that is taxable to individu-
als as ordinary income. As mentioned before, the
amount taxable to individuals as dividends is in
the 1rs measure of dividends. In the N1PA’s, small
business corporation income is part of corpo-
rate profits, and the distributions to individuals
are treated, in their entirety, as personal dividend
income.

Other types of income (line 15) consists of
income of U.S. citizens living abroad for more
than a year, supplemental unemployment ben-
efit payments, and “other acr items” excluded
from personal income. Personal income excludes
income of U.S. citizens living abroad for more
than a year because they are considered nonres-
idents of the United States for N1PA purposes,
whereas act includes their income.” U.S. citizens
are generally taxed on their worldwide income
regardless of the geographic sources of their in-
come and regardless of how long they have been
living abroad. Ac1 from abroad mainly con-
sists of wages, but a small amount is nonfarm
proprietors’ income.

Supplemental unemployment benefit payments
from company-financed funds are reported as
wages in AGI.

Other aar items excluded from personal in-
come include withdrawals from individual re-
tirement accounts and Keogh plans, alimony

23. In the N1pA’s, U.S. citizens who reside outside the United States for less
than 1 year are considered U.S. residents, but those who reside outside the
United States for 1 year or more are, with certain exceptions such as diplomats
and members of the armed forces, considered nonresidents. Similarly, aliens
who reside in the United States for less than 1 year are considered nonresidents
in the N1PA’s. Personal income excludes income of N1pa nonresidents, but
a reconciliation is not needed because AGr also excludes their income. AGI
is based on a sample of individual income tax returns that is drawn from
filers of forms 1040, 10404, 1040Ez, and 1040pcC, including electronic returns;
the sample excludes filers of forms 1040NR and 1042, which are used by N1pa
nonresident aliens to report their income.
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received, State income tax refunds, net operat-
ing loss, gambling earnings, prizes, awards, and
sweepstakes winnings.

Intercomponent reallocation

The third group of reconciliation items consists
of “intercomponent reallocations” The types
of income used for reconciliation purposes in
tables 1 and 2 represent the types of income that
are common for both personal income and Agr.
However, certain components of personal income
and of acr do not fit into this income classifi-
cation or are classified differently. These income
components are reallocated, when possible, to
make the BEA and 1Rrs estimates of AGI compara-
ble by type of income. The reallocations affecting
personal income are shown in lines 1721, and
those affecting acr are shown in lines 25—27. The
reallocated personal income and Acr by type of
income are shown in lines 22 and 28, respectively.

The fees components of other labor income
(line 17) are reallocated from other labor income
to wage and salary disbursements because they
are largely reported as wages.**

Partnership income retained by fiduciaries (line
18) is reallocated to farm and nonfarm propri-
etors’ incomes. Partnership income retained by
fiduciaries is part of “income retained by fidu-
ciaries,” which is prepared specially for this rec-
onciliation (line 7). Partnership income requires
a reallocation because this type of income is not a
type of income used for reconciliation purposes.

Interest received by, but not related to busi-
ness operations of, nonfinancial proprietors and
partnerships (line 19) is reallocated from personal
interest income to nonfarm proprietors’ income
for years prior to 1987. This interest, which was
tabulated in Acr as part of the income of propri-
etors and partnerships prior to 1987, is treated in
the N1PA’s as personal interest income in all time
periods.

Taxable interest received by individuals from
regulated investment companies (mutual funds)
is reallocated (line 20) from personal interest in-
come to personal dividend income because IRrs
requires that it be reported as dividends. Only
the portion that is taxable to individuals is real-
located; interest paid by mutual funds to pension
plans, 1Ra and Keogh plans, and holders of State
and local government securities is tax-exempt.
Because of difficulties encountered in allocating
total interest paid by regulated investment com-
panies to these different categories, this estimate

24. See the previous discussion of other labor income (line 4) in the “Bea
Estimate of AG1” section.

of the amount reallocated from interest to divi-
dends must be regarded as an approximation; the
separate estimates of BEA-derived acr for inter-
est and dividends are therefore less reliable than
those for the combination of the two.”

Taxable disability income payments received
prior to reaching minimum retirement age (line
21) are reallocated from taxable pension bene-
fit payments to wage and salary disbursements
because these payments are reported as wages
on tax returns but are treated as pension benefit
payments in personal income.

The AG1 components that require a reallocation
are estate or trust income (line 25), partnership
income (line 26), and other reallocations (line
27). Estate or trust income is not a type of in-
come that is used for reconciliation purposes;
this income is reallocated to farm proprietors’ in-
come, nonfarm proprietors’ income, and rental
income of persons. Partnership income is reallo-
cated to farm and nonfarm proprietors’ incomes
because this income is not a type of income that
is used for reconciliation purposes.

Other reallocations (line 27) includes several
reallocations that are not shown separately and
are not applicable in recent years. For certain AG1
components, the acGr classification has changed
over the years, and the earlier classification must
be adjusted to conform with the present Act
classification and with types of income used for
reconciliation purposes. IRs business or profes-
sion net profit prior to 1963 is reallocated between
farm and nonfarm proprietors’ income because
Irs did not tabulate farm proprietors’ income
separately. For 1958—65, the dividends distributed
by small business corporations are reallocated
from partnership income to personal dividend
income; these dividends were tabulated by 1rs
as partnership income because the two types of
business organizations were treated alike under
tax laws. For 1957-65, Form 1040a wages that
were not subject to withholding were tabulated
by 1rs as other income; this amount is reallocated
to wages. For 1964—65, estate or trust income
was tabulated as part of other income in AGr;
this amount is reallocated to farm proprietors’
income, nonfarm proprietors’” income, and rental
income of persons. For 1961, wage earners who
had $200 or less of dividends and interest could
report the combined amount as a single figure;
this amount is reallocated to personal interest
income and personal dividend income. |f

25. Several statistical problems cause the separate estimates of the AGI
gap for interest and dividends to be less reliable than the estimates for the
combination of the two. See footnote 8.
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